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1
 A number of companies classified in this code applied IAS/IFRS from the 2007, year of listing on the UK 
AIM. 
2
 It was impossible to calculate total accruals as the difference between net income and operating cash 
flows, because the operating cash flow data in Compustat were not quarterly, but cumulative at the end 
of quarter n for the majority of the observations.  











#E"::#E>J"#E+"E/ +0++++  εββα +++= −−−− 
'"0#

#E>J"#E+"E/ ++++  εβα ++= −−− 
G /  = 		3 / = %	
	
			3 + − = 		L+3 >J = 	











 %  
































                                                          
3
 The absolute value is also used given the different earnings management incentives related to the 
ownership structure and governance variables, that could be income increasing or decreasing depending 
on the variable considered (Klein, 2002). 
4
 We used the xtserial Stata programme, written by Drukker (2003). 
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5
 In short, the FGLS procedure transforms the data taking into account the autocorrelation structure and 
the heteroskedasticity. The GLS on the transformed data satisfies the standard least-square assumptions. 
It is called feasible because the autocorrelation coefficient is unknown and estimated in the procedure 
(Gujarati, 2004). We used the xtgls command with Stata, allowing for panel-specific AR1 autocorrelation 
structure and for heteroskedasticity.  
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6
 We are unable to broadly estimate the maximization point (the “turning point”) of the concave 
relationships among institutional investors ownership and governmental ownership with earnings 
management. The coefficients obtained running a FGLS do not have the same meaning as those 
estimated with the regular OLS, used by Koh (2003) or by Utama and Cready (1997) to estimate the 
“turning point” of concave relations. From a non-technical point of view, looking at the mean values of 
EM per range of institutional investors/government ownership, the maximization point could lay 
somewhere between the 30% and the 40% proportion of ordinary shares. 
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7
 We used the newey stata command and considered an AR1 autocorrelation structure (1 lag). 
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